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ABSTRACT
Fiscal impact analysis is the study of the effect of

development or policy alternatives on government expenditures and
revenues and on taxes. There are numerous possible uses or objectives
of fiscal impact studies; no one method of analysis is appropriate to
all problems. Sensitivity analysis of critical asJumptions is an
important part of a fiscal impact study. In designing and evaluating
fiscal impact studies, the Objectives, Methods, and Assumptions (OMA)
should be clearly specified. Community leaders can critically
evaluate the information contained in fiscal impact studies by asking
questions about how expenditures and nonproperty tax revenues are
estimated; how tax bills and tax rates would be affected; and what
assumptions were made about time lags in expenditures and revenues
and about the without-development situation. This discussion begins
with some possible objectives and uses of fiscal impact analysis and
illustrates how fiscal impact studies are commonly done. The
reasonableness of some common assumptions about the impact of
population on spending and nonproperty tax revenues is examined, and
the effect of different assumptions on fiscal impact estimates is
shown by example. The discussion concludes with some questions to ask
in evaluating both methods used to estimate fiscal impacts and the
impact study's underlying design. (NQA)
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Fiscal impact analysis in the context of growth is the
study of the effect of a particular development or devel-
opment alternatives, or of certain policy alternatives, on
government expenditures and revenues. While such
studies are occasionally done to identify the impacts on
all levels of government, the interest of an impacted
community is usually to determine the effect of develop-
ment on local government expenditures and revenues,
i.e., on the expenditures and revenues of the counties,
municipalities and school districts in the impact area
and ultimately on the tax levied by these jurisdictions.

This discussion begins with some possible objec-
tives and uses of fiscal impact analysis and illustrates
how fiscal impact studies are commonly done. The
reasonableness of some common assumptions about
the impact of population on spending and nonproperty
tax revenues is examined, and the effect of different as-
sumptions on fiscal impact estimates is shown by ex-
ample. The discussion concludes with some questions
to ask in evaluating both methods used to estimate
fiscal impacts and the underlying design of a fiscal
impact study.

Objectives
Fiscal impact analysis can be guided by different ob-
jectiws. If a county is considering a new general plan,
it might want to know the fiscal impact of implementing
that plan as opposed to not implementing it. What
changes in expenditures and revenues will adopting
that plan entail? A fiscal study can also be used for
estimating the impact of a large project on the county.
If a developer is planning a large subdivision, it may be
desirable to estimate the possible effects on county
expenditures and revenues. In addition, fiscal analysis
may be useful in estimating the impact of a change in

state or federal policy (for example, statewide agricul-
tural land preservation policy).

There is no one method of fiscal impact analysis ap-
propriate for all situations. A study to estimate the tax
rate in an impacted community would not necessarily
use the same method as a study to determine the effect
of a change in state tax policy. The method used will
depend on the objectives of the analysis, the local sit-
uation, and the quality of the information available to
the analyst.
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Using sensitivity analysis
A number of expenditure and revenue estimates am
possible, even ior a given objective. For instance, esti-
mating school expenditures and revenues usually in-
volves estimating the number of school children per
dwelling unit at some future date. Clearly, no one knows
what this number will be, or even the best way to esti-
mate it. The projected expenditures and revenues, how-
ever, depend upon this number. When the value of a
critical number cannot be closely estimated, it is often
useful to take difterent values within a reasonable range
and see how estimated expenditures and revenues are
affected. This is called sensitivity analysis.

Fiscal impact analysis can be seen asand is often
used aspart of an advocacy process. Analysts may
choose the estimate of the number of school children
that leads to results most strongly supporting their po-
sition. With sensitivity analysis, the non-specialist can
choose the estimate of the number of school children,
for example, that seems most reasonable, and draw ap-
propriate conclusions about school expenditures and
revenues and taxes. Sensitivity analysis can also high-
light the variables that are most critical and important
to the study's conclusions.

An example
Fiscal impact studies commonly attempt to estimate the
effect of a given development on the local tax rate. To
begin this, two relationships must be specified: (1) the
relationship between the development and local gov-
ernment expenditures, and (2) that between the devel-
opment and local government nonproperty tax revenues.
Nonproperty tax revenues include fees and charges,
and federal and state aids. The difference between the
total costs and nonproperty tax revenues is the esti-
mated tax levy needed to support local government
services. This levy divided by the new total assessed
valuation of the jurisdiction equals the estimated new
*property tax rate.

An example of this approach to estimating fiscal
impacts is shown in Table 1 for a city of 2,000 people
and a development that is expected to increase city
population by 1,000 and city assessed valuation by
$50,000,000 by 1985. The current city tax levy ($64,000)
divided by the current assessed valuation of $50 mil-

Table 1. City fiscal impact

1978

costs
notiproporly

lax trwittitins

$ 224,000

1fi0.000

14x 11,vy S 64.000
$50.000,000

1.1x Iti.
1 000 AV ;'ti

impact of
1,000 new
residents .1985

$ 112,000 $ 336.000

80.000

$50 000,000

240,000

$ C.16 000

$100.000,000

$

lion yields the current tax rate of $1 28 per $1,000 as-
!lessed value The new development is estimated to
increase city expenditures by $117,000 and city rev-
enues by $80,000 by 1985, yielding a 1985 tax levy of
$96,000. Because the development is estimated to have
a larger proportional effect on assessed value than on
the tax levy, the tax rate in 1985 is estimated to be lower
than the current (1978) tax rate. The implication is that
the development will lead to lower taxes for existing
residents.

What are the critical relationships which underlie
this analysisand how reasonable are they?

Two critical relationships
Growth and local government expenditures. A com-
mon assumption made in estimating local government
expenditures is that per capita expenditures remain
constant in the course of growth. In Table 1, the an-
alyst divided current city expenditures ($224,000) by
current population (2,000) and found that current city
expenditures were $112 per capita. The analyst multi-
plied this figure by the estimated population increase
(1,000) to obtain the estimated impact on local govern-
ment spending ($112,000).

Because different analysts have different objectives
and different perceptions of how expenditure decisions
are made at the local level, there is no one accepted
procedure for estimating expenditures.

Two possible objectives in spending estimation are:
(1) to estimate what expenditures are likely to be

"with" and "without" development (not controlling for
differences in the quality of services under the two al-
ternatives), or

(2) to estimate what expenditures would have to be
to maintain some standard of service quality or con-
sumer satisfaction (not attempting to predict the most
likely expenditures).

The latter is the commonly stated objective in fiscal
impact studies, although the former is usually the more
relevant to local governments. In the absence of any
meaningful indicators of service quality or satisfaction
with services, current per capita expenditures has been
used as the usual measure of spending necessary to
maintain a constant level of service.

Current per capita expenditures may not produce a
very good estimate of either most likely expenditures
or expenditures necessary to maintain a constant level
of satisfactionwith or without development.

In many states, there are limitations on the amount
of property tax a local government may levy without
voter approval. In Oregon, for example, the local
property tax levy can only increase by 6 percent each
year (with certain exceptions), unless voters authorize
a levy outside that amount. It voters in a particular local-
ity have been reluctant to approve levy measures in the
past, the most likely expenditures may be those per-
mitted by allowing property taxes to increase by only 6
percent per year.

In localities in which there is relatively little citiren
resistance to tax levy measure!;. the eXpt'11(11-

lure per capita with development miiy be that !;penl by
the averagy city, county or school district of Ulu situ Thu
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Figure 1. 1971-1972 per capita general expenditures for U.S.
cities (1972 Census of Governments).

affected local jurisdictions would become with develop-
ment. We know that as local governments get larger,
they pay higher average salaries, use less volunteer
labor, and hold higher levels of per capita long term
debt. This would lead one to speculate that per capita
expenditures might well be higher for large cities than
small ones. What is the evidence on this issue?

Data on expenditures per capita for cities of differ-
ent sizes in 1972 suggest that city expenditures per
capita increase with city size. 4Vhether growth leads
to higher per capita expenditures in any given case de-
pends on many factors, but it is clear from Figure 1 that,
on the average, larger cities spend more per capita than
smaller ones.

In rapidly growing areas, it is common for govern-
ments to need to build new capital facilities, such as
schools and water and sewer system expansions. The
common practice in fiscal impact studies of using per
capita operating expenditures to estimate spending
often allows the analyst to ignore these capital expendi-
tures. An implicit assumption behind using current per
capita operating expenditures as the only estimate is
either that major capital expansions are not necessary
with the development, or that if made they will be fi-
nanced in a way which is costless to current residents.

'Because large capital projects such as sewage
treatment plants are often financed partly by one-time
charges to new residents and by debt paid for by
monthly fees, such expenditures are often not explicitly
estimated in fiscal impact studies, or if they are esti-
mated, are assumed not to affect taxes or current
residents. Increases in monthly water and sewer fees,
however, affect existing residentsand longterm debt
is often partially tax-supported as well.

Fiscal impact studies should explicitly identify
whether the level pment is expected to generale a
need for major capital investment and, if so. the im-
pact to existing residents of alternative financing for
expenditures. Whether the expenditures are financed by
tax-supported bonds. increases in monthly utility fees
or uric-lime charges to new industries and residents

determines the impact On spending borne by existing
residents. In cases where development equires new
capital investments, exclusive reliance on current per
capita expenditures to measure the impact of growth
on local government spending is not satisfactory: a
separate analysis is needed to capture this impact.

All of these things suggest that the common as-
sumption that per capita expenditures remain con-
stant for large increases in population is unfounded.
Studies based on this assumption are probably under-
estimating the expenditures associated with growth.

Growth and local government nonproperty tax rev-
enues. A parallel assumption to Pie one commonly
made about local government spending is made about
nonproperty tax revenues: that they remain constant on
a per capita basis with growth. This assumption might
be expected to be more valid, in that many state rev-
enues are distributed on a per capita or per pupil basis.
It is clear from Figure 2, however, that nonproperty tax
revenues (intergovernmental revenues, charges, and lo-
cal nonproperty taxes) do increase on a per capita basis
as cities get larger. While charges do not show much
increase on a per capita basis, per capita intergovern-
mental revenues and local nonproperty taxes increase
substantially, particularly for large cities.
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Figure 2. 1971-1972 per capita general nonproperty tax revenues
lot U.S. cities (1972 Census of Governments).

These figures, of course, are averages--and there
is considerable variation within each size group and
across states. Changes in nonproperty tax revenueQ.
under growth conditions depend on many things: but on
the average, nonproperty tax revenues increase as city

increases. An assumption that they are constant on
a per capita basis may tend to understate the nonprop-
erty tax increases which occur with population growth.

The level of service charges and fees is, of course,
a variable which is under She control of the local gov-
ernment. Local policymakers can consciously maipu-
late this level in order to shift the hurden of new de-
velopment from taxes to service charge:; and Ur from
existing residents to new residents.



The assumption that per c;7pita costs and revenuer'.
rummy) (;On tarit in the Course of growth may tend to un-
derestirinte both OXpenclitures and revenues Do these
assumptions really make a difference?

Different assumptions
yield different results
If the analyst had assumed voter resistance to tax in
creases or had assumed per capita expenditures of
cities at the with-development size instead of current
per capita expenditures, what difference would it have
made in the example in Table 1? Table 2 shows the
effect of using these three different expenditure con-
cepts on the estimated tax rate with development.
Under the "voter reluctance" expenditure concept,
taxes would be expected to decrease by $.60 per $1,000

Table 2. City fiscal impact under three expenditure concepts.

expenditure
concept

voter
reluctance
to approve

tax increases

current per
capita

expenditures

with-
development

size per capita
expenditures

($112/cap) ($140 /cap)
With-development

expenditures
$307,840 $336,000 $420,000

(1985)

With-development
tax rate (1985)

$.68/51,00e $.961$1,000 S1.80/S1,000

Difference between
current tax rate
($1.28/$1,000) and
1985 with-
development
tax rate -S 60 -$.32 f-S 52
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assessed value (AV) from current levels The common
method of using current per capita expenditure esti-
mates results in an estimated tax decrease of S 32 per
S1,000 AV. Finally, using average per capita expendi-
tures for a city in the size class that the city would be in
with development results in an estimated S.52 per
S1,000 AV increase in the tax rate. Expected nonprop-
erty tax revenue and assessed valuation assumptions
are the same in each case. Clearly, it does make a dif-
ference which method is used to estimate expendi-
tures.

Have the "right" questions
been asked?
To this point, discussion has focused on whether the
assumptions underlying commonly used methods of es-
timating fiscal impacts are appropriate to answer the
question: what is the likely impact of a development on
local government tax rates when the construction is
finished (or at some other point in time)?

It must be asked whether this is the "right" ques-
tion. Three considerations prompt this concern:

(1) The fact that tax rates decrease may not mean
that tax bills will decrease: it is common for the as-
sessed valuation of existing buildings to increase with
development. If the fiscal impact study is attempting to
estimate the impact of a development on existing resi-
dent taxpayers, the analysis should include an esti-
matod impact on an average tax bill, not just on tax
rates. This requires estimation of one additional rela-
tionship: the effect of growth on the average assessed
value of existing residences. If development causes the
assessed value of the home of an existing resident to
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increase by proportionately more than the tax rate de-
. creases, (ne net impact would be that the development

would increase taxes paid by existing residents

(2) Fiscal problems associated with growth are often
cash flow problems. The revenue which development
brings often comes considerably later than develop-
ment-induced spending. For example, many state and
some federal revenues are distributed on a per capita
basis, but there is sometimes a considerable lag be-
tween the arrival of new population and the time the
population becomes officially recognized. There is often
a further lag before the revenue is received by the local
government.

Furthermore, the population impact is often sudden
and of short duration (see Figure 3). Additional school
children come during the construction phase; hovi ever,
often the new development does not pay the property
taxes needed to pay for their education until the con-
struction phase is over. Examination of post-construc-
tion-phase impacts does not provide the information
needed to cope with short-run cash flow problems.

(3) In some cases, future without-development rev-
enues may be quite different from current expendi-
tures and revenues. In the example in Table 1, 1985
with-development expenditures and revenues were
compared with 1978 expenditures and revenues to de-
termine the 1985 with-dt velopment levy and tax rate.
The actual impact of "le development, however, is the
difference between 1985 with-development expendi-
tures and revenues and 1985 without-development ex-
penditures and revenues.

An example may clarify this. Consider the case of
the town in the earlier example which is anticipating a
development expected to increase population by 1,000.
The sewage treatment plant is estimated to be able to
serve 3,200 people. The effect of these additional 1,000
people on local government expenditures and revenues
would be very different if the town grew even without
development, than it would be if the town's population
were stable without development. (Figure 4.)

If operating expenditures per capita are in fact dif-
ferent at different population levels as suggested above,
then the population growth of 1,000 in (a) would have a
different (lower) expenditure impact than population
growth of 1,000 in (b). SimilErly, the addition of 1,000
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people in situation (a) .vould not generate the need for
a sewage treatment plant. whereas an equal popula;
ton growth rn (b) would generate such a need with its
attendant expenditure impact

Finally. if different rates of growth have different
effects on the assessed value of existing property, one
might expect the existing residents to end up with dif-
ferent tax rates and tax bills in the two situations.

Summary
Fiscal impact analysis is the study of the effect of devel-
opment (or policy) alternatives on government expendi-
tures and revenues and on taxes. There are a number of
possible uses or objecti,,es of fiscal impact studies, and
there is no one method of analysis appropriate to all
problems. Sensitivity analysis aids understanding of the
critical assumptions underlying the study and the effect
of different assumptions on estimating expenditures and
revenues. Sensitivity analysis of critical assumptions is
an important part of a fiscal impact study.

Estimating expenditures and revenues of local gov-
ernments under growth conditions is difficult. Reliance
on "current per capita operating expenditures" to
measure the impact of growth on local government
costs may well underestimate the spending associated
with growth. In designing and evaluating fiscal impact
studies, the acronym OMA may help. Does the study
clearly specify its Objectives, Methods, Assumptions?

Community leaders can critically evaluate the infor-
mation contained in fiscal impact studies by asking the
analyst questions about:

how expenditures and nonproperty tax revenues are
estimated;
how tax bills as well as tax rates would be affected;
what assumptions were made about time lags in ex-
penditures and revenues;
what assumptions were made about the without-
development situation.
Communiiy leaders can use these questions in the

design and evaluation of fiscal impact studies to insure
that the analysis they receive is useful to them.
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